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Comments Concerning Differences Between AmConGen Hong Kong Estimates
and Chinssge Communist Arnouncements of Industrial Production

i. General Comments on the Differences in Estimates.

The differences between the Hong Kong Consulate General's estimate of
{mportant industrial protucts and Chou En'lai's arnounced figures have
sertain gereral implicatious. - Tn %he first place the Hong Kong figures would
irdleate that industrial profucticn in Communist Jhine 414 not reach pre-~
Communiet peak levels until 195h-~two years later than cleimed by the Communist
governmeny .

S BEstimmates ¢¢ Estimates Peasley
of Chinese of Pre-Com- estimate
it Pre-Commmunist munist Peak for 195%
Peak Produc- Production®
tion in any
one year
Plg Trom Million 1.89 (1943} 2.24 1.96
MT
Firished Million .89 {1943} 1.00 1.1
Steel uT
Cement Million 1.9 (1oL2} 2.13 less than 3.6
MT
Coal Million 65.1 (1942} 70.79 56
MT
Electric Billion 7.0 {194k} 5.95 about 5.9
Pover KWH ‘
Cotton Yernm Millicn 2.4 (1931} 2.4 3.2
‘Bales
{LOO 1bs}

T Peeed on 11 Fu-chun's ipdices of 19h9 production as percentages of past peak
in his report of 31 Oct. 1951 and on Chou Brelai's"Report on the Work of the
Government” 23 Sept. 1954, Presumably the Comnunist estimat=s of previous
peek production are composites of different years' peak production in
Manchuris under the Japenese and in China Proper under the Netionalists.

In the case of coal and electric pover, therefore, the Peasley euvtimate has
Communist output in 1954 well below pre-Communist levels, yarn 33 perceut higher
+han 1931, cement double pre-Communist peak output, and iron and stesl at about
the 1943 level. ‘

, Such a delay in restoration to pre-ﬂonhnunist levels would be surprising
i view of the consolidation of the country under one government .and one
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transportation system and in view of the impact of the Chinese Cowmunist
industrialization progrem and the stebilization of the price level sincs 1950.
I the period from 1950 to 1952 when in general ocutput wes 5ti1l below capacity
outpus, the presence of demond for industriel output was crested by the Chinese
Communist military and industrializetion plans and an expanded bureaucracy
to be supported through the budget. It is noted that increases in industrial
production in China sre quite comparsble to what has taken plsce in Japan where
1952 output =lso had veached pre-var levels. . The rate of increase in indusirial
output in Japan by this period is not substantially lover then that in Ching
based on (2 estimates. o ' ’

The sscond general comment on the dlscrepancies emerging from the published
Coimunist statemente ond estimates of the Consulate General is not germane
. 4o the question of which is correct as much &s 1t would lead to serious questions
as to the possibility of securing any kuowledge of the Chilnese Commmist economy
on the aggregate level. If Chinese Communist flgures are to be rejected as
outright and deliberote distortions of fect in favor of estimetes gccepted in
the intelligence communlty, a considersble body of new date now becoming
available from Chinese Comwnist stetistics must be treated not as new infor-
matlon but as confusing net lisbilitles in our efforts to determine what are
the facts on the Chinese economy. '

We ars not, however, faced with such en alternative. The incongrulties
aod discrepencles that sppear iv most Chinese Commumilst estimates involve
the usuel procedures of economic intelligence in sifting snd interpreting
statements which must always be used with cautlon. But the picture of the -
Chinese econcmy in 1952, 1953 and 1954 created by Chinese Commmist stetements
is not nearly as confused or inconsistent as is belleved by the Hong Kong.
Consulete Geperal. The actusl course of development in Chinese Communist
statistical procedure seems to be one vhere their own estimates of output in
the years from 1949 to 1951 vere subject to the very difficultles and problems
that were inherent in the ovgenization and restoretion of production. This is
particularly true of estimstes of egricultural and hendicraft production
and leest likely to be prescht in counting cutput of homogensous commoditles
such as the comodities under @lscuesion. The Chinese Communist series
undouvbtedly cverstabtes inerzases in agriculture, handlicraft, and trade -
segments of the ecomomy that were mot previously covered by direct statlstical

aporting - ee preduction in these sectors expsnded in the pericd under

consideration apd as giete contiol was extended to mdditional areas of rural
population, privete entyepereurs and traders.

 In view of this trend ond the lnadequacles of pre-Commumist stetistics
{(particularly with respect to trade, haudicrafl, snd industry other then mining
end metallurgy), the interpretation of the present Chinese economy in terms
of pre-war Plgures beccames progressively more 4ifficult. The whole system of -
Commmist controls places 2 burdsn on their compllation of statistics for
mreting problems thet ordinarily tske core of thamselves in & free economy.
fiot only iz it clear thet the Coummmists axe in & betiter poslition to interpret
periodic development in thelir econcmy then those without access to the basic
dote and the aggregntes thevefrom, but their statistical system is & practical
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necesglty to thelr centrallzation of controls. In paxticular, there secms to
he no Justificetbion for vejecting Commmist flgures for 1552 through 1954k in

- Pavor of Comovnlst figuves for 1649 through 1951 since aside from poseibllities
of distortion the steblstics avallsble to them are undoubtedly much more :
pdequete o the letier period thea inm the esrlier. :

The two broed categories of ratiowelizations for rejecting Compnunist
shatistles frem 1952 to 1954 are (L) the bellef that inconsistencics exist
in Commmist stetements end (2] 4#s construction of estimates of production
derived from totalling capucitied for production known to be available to the
Communiste in each industyry orx sgctor. With vespect to the first category of
believed inconsistencles in Commmnist stetements, the Consulate Gensxal's
egtimybes seem to glve undue weight to verious difficuities In increasing
production as publisbed in the Coémmunist press. Exsmples are repoxts of
insect pests and netural celamities in agricultural production, suspensiocn of
cutput in the textile indusiry 1n lete 1950, large stocks of coal not marketed
 at the end of 1951 avd other indicetions of difficulties in production or in
" demand Tor commodities. Thege anmouncemente are lmportent, but must be placed
in thely proper context. Such difficulties are intrinsic to the Commmist
uystem of economic organization ard in some degree ere present in the develop-
went of any backvard econowy. In themselves they do not constitute grounds
for rejeching Commmist production estimates. Various Commmist estimates
of pre-Commmist pesk production or of 1949 ocutput exe subject Lo the same
aifficultics as those of non-Comunist estimates of production in China for
these yeals. : :

fn ery case it is imporbant to bulld up os carefully as possible an
integrated and consistent pleture of the economy as viewed by the Chinese
Commmists themselves. The adjustments and corrections belleved necessary
‘should be clearly demavcated and should be mede explieclt. Otherwise economic’
intelligence on Commundish Chice will be considering Comaunist estimates as
inconsistent with other estimates mot becsuse the Commmist figures are
themselves inconsistent but beceuse the esnounced Communist estimates differ
from estimstes thet have been developed by rejecting or adjusting other
Commmist estimetes of producticn. For exemple, the drastic dowvnward adjust-
et of Cemmipist statements of cobtion production end a dowvnward ad Justment
of Communist reported pumbers of operable spindles are used as WO of the
ressons for rejecting Commmnist estimates of cotton textiles proéuctioa.
{See Hong Kong Despetch 1813, Mey 13, 1953, Chins Cotton Situstion, U.)

. he pecond category of ratiomelizations for not accepting Communist
statements iz the construction of estimates of production derived from totalling
the known cepacitiss of all planks or enterprises Iun an industry in oxder io
compare tre estimste of total capaciiy with Communisnt stetements of production.
Serious aifficulties occur in this process. In the first plece, such an
inventory of capacity - for simple reasons of incompleteness of information,
varistlons in types of equipment, dlescrepancies between veted and actual capaclty,
ond veriations in operating conditions - can be expected to differ by anywhere
from 10 to 20 percent from actusl capacity. Also the nature of cepacity
production is itself dependent on efficiency of operstion, technological
Factors, and even to some axtent on the demsnd for the commodity im question.
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Furthermore, such estlmates can never ipelude estimates of hendieraft output
that has beewn brought either under direct Comuumnist control or undex the
state apparatus for control of trade and under the state tex system. A
continudng inventory of productive capacity, then, cen be used at best as a
general indication of possible limits of output within a falr range of errox.

IT. Comments on Specific Commodities.
A. Iron and Steel.

The Comeulate General's estimates are based on & lower 1949 bese than
©C estlmates. The (C estimate for 1949 based on Chou Eu-lal's figures for
pig ivon 1s ouly 9 percent highey than that of the Consulate General, but when
this base is multiplied by i2.h4 this difference becomes subsbantlal. The
estimote of productlon based on capacity of major individusl plants :tn_lQSls
as estimated in ORR, however, was only 10 percent less than Chou En-lai's
figures as against the 35 percent diserepancy based on Peasley's estimate of
capacity of pig iron.

Ip the case of steel, a difberence in the 1949 estimate of 54,000
metric tome multiplied by 13.7 times yields a total 55 percent higher then
the estimste of the Coosulate General. The difference in estimate of capaclty .
and production from this copacity bdtween ORR end the Consulate General is
even more substential and can only be settled by dircussion of the data on
each plent. : o

Prior to Chou Fn'lai's announcement of the 1954 rete of steel production,
ORR estimated probable production ot major steel plants as follows:

Production

Plant Pacilities Thousand MT
Anshen i OB @ 150 tons ‘ 1,140

2 CH @ 210 tons

3 08 @ 235 tons
Hukden OH Fees. _ o 25

Electric Fees _ 17
Penchilin Electrie : T
Taiyuan 2 OH 100
Tongshan. : g _ ‘ 200
Tientsin : L 2h
Fushon 50
Shanghal , 3 plants - 100
Tayeh 2 Bess convertors | 50
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o Froduction
Plant Faoilipies Thousand ME
Chungking b 0!-? 15
Hangkow 25
Dajren | 20
’ Total: 1,833

25X1X 0o the above basis, Chou's figure of 2.17 million tons of crude
steel production im 195% was considered veagonsble, especlally since the
estimate of Anshan productiongies hosed oo 1o heats per dey per furnace
whereas it was reported by a

Wtﬁaﬁ the time required per beat of open-heart
OUrS . .

‘B, Cenent.

The guestion of possible additions Yo cepacity thet bave eken place
geems to be the crucial metter in zcusidering the estimate of prodvctior of
cement, Pre-Communist cavaciby 1s esbimated at 3 alllion tons and sa estimated
addition tr copacity of 300 LO00 tons took plece by 1933, possibly even by 1952.
‘The main issue, therefore, revolves srouhd the sddivion to cepacity that is
inhevert in the emmounced Communist plan o ‘increase 1954 production of cement
by 23 percent over 1953. Ho statenment on fulf1llzent or underfulfillment of the

1954 plan bas beeb ammounced. Such an increase is certeinly consistent with
the Cowmunist budgeted increase i 1954 investment in industxy, transportation
and communications of 30 percent over 1953. :

_ ¢. Coal.

The reagons given in the Hong Kong Despatch No. 483 for not accepiing
productior series that vere scmevbat coaller then the new Communibt pewles of
production estimates for coal were (1) the Consulate Ceneral's belief thet the
production indices of cosl were oversteted for propagania purposes and (2}
Jack of demend for coal. The first reason clied 1s only & restatement of
iack of credibility given to Communist etatements. The Hong Kong despateh
eredits the Chinese ecomomy with the capabilities to expand coal production
to the level to be expected in terms of the demend for coal. Undue emphasis
1z glven to Communist efforta to balance supply and demsnd of coal which would
relate mainly to sales of coal to bouseholds, bandicraft apd miscellaneous
industrlesn. N o

The demend for coal, however, is in turn dependent on the degree to
waleh Commmist ancouncements are accepted for rall transportation and for
industrial production gererally. If these latter statements are taken at face
value, demond for coal would seem to call for coal production in 1952 at the
gemexal level elalmed by the Corzmunists. OBR estimates of demand for coel
per ton-km. of freight are in the range of 250~300 kgs per ton-km of freight,
and the rotio for passenger-kms. of ¢oal consumption would be 200-245 kga
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per passenger-km. The range for freight is ‘vorne out by a statement of coal
copsumption in the Jenmin Jih Peo of U August 1954. (FDD Summary 263,
Economic Weekly Report No. 20 8 Nov. 54, C.) When these inputs are matched
against the announced figures of 59 ,641 million ton-kms and 22,000 wmillion
passenger kms. in 1952, coal consumption for rail transportation alone in
1952 would be between 19 million tons and 23 million tons--between 30 and 35
percent of the 1952 production based on Chou En-lal's spmouncement.

The Hong Kong Despateh No. 483 gives the 1934 consumption of coal as
34 percent, for mining, metallurgy and industry, 16 percent for tramsportation,
and 50 percent for hendicraft and household consumption. If this proportion
is assumed to hold in 1936, and neglecting exports, industrial consumption
of coal would have been 13.k million metric tons. The index of production in
1952 compared to 1936 is subject to grave difficulties, but modern industrial
output in 1952 based on Communist claims in the light of the announcement by
Chou En-lai is roughly 70-75 percemt over 1936. This would indicate, very
roughly, coal consumption by industry in 1952 of 23 milllon tons or about
35 percent of 1952 output of coel baszed on Chou En-lai's anmouncement.

This would leave coal consumption for households and handlerafis of
30 to 35 percent or from 19 to 23 million tons based on officlel Comaund st
statements of coal production. This compares with a total of about 20 million
tone in 1936 on the basis of the 50 percent allocated to households and
hendicrafts. These figures camnot replace a much more careful study of the
demand for coal in China, but they dc indicate that the Communist figuxes
on coal production are not drastically out of line with other figures om the
Chinese economy. _ -

The 1954 level of 81.99 million tonms is also not Inconsistent with
the ORR indexes of planmed production in 1954 as based on Commmnist production
estimates when applied ageinst these 1952 figures for coal. consumption.
Transportation is projected at LT percent higher than 1952; wodeyn industry
as 38 percent higher then 1952. Trade is projected as 12 percent higher than
in 1952. These increases would call for an increase larger than tbe 27%
inexease projected over 1952. '

D. Xlectric Pouer,
25X1A
8o far as is known the electric power production estlimate submitted
by Mr. Peasley, 5.9 billion kwh in 1954, iz based on zpplying the Comaunlst-
claimed approximate inerease of 20% to the series of production estimates

developed by m and published in an mclassified study,
The Electric Power ustry in oaina, To 19547

The producticon series there
presented was: -2 ot XwW@, 4950 -~ 2.7, 1951 == 3.4, 1958 --
k.1, and 1953 -~ k.9.#

25X1A
25X1A

¥ In April 1954 the Electric Power Eranch of ORR submitted to The State
Department, at its request, an evalustion of that report. In essence that
evaluation stated that the report evidenced a large volume of careful work,
especially in its exploitation of the native Chivese Press, and that it was of
considerable value for its detailed listing of construction and reconstruction
work. However, it was further noted that the production figures presented

were only about half as large as those being used at that time in ORE egtimantes.

S - ,
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Tt appears that the production series used was based on Nationalist
Chinese deta for the period prior to withdrewal from the Mainland. These date
were incomplete, cleiming to cover only the facilities held by the Nationallsts
snd not complete even for those. Further, because of the extreme disorzanization
of the economy at thet time, the reported production from the fraction of
facilities reporting could hardly be represented as normal.

One cross-check attempted in the study was bagsed on percentage rate-of-
utilizaetion figures released by the Chinese Commnists. Because of the
practice during the period in question of using some 'mdefined concept of
capacity, and of referring these claims variously to only the State-Ouned
sector or to some larger sector without specification as to vhich was used,
1t is believed that attempts to base output estimates on these rete~of-
utilizaetion claims is subjJect to extreme error.

Although the Chinese Commmists’ elaims are generally believed to
represent the best information aveilsble to them, any attempt to compare these
date with pre-Commmist data must be approached with caution. In almost every
cetegory of domestic dats the Comnunists are probably ineluwding the production
of meny smell enterprises. Almost no pre-Communist statisties ettempted to
be as sll-inclusive.

Sinee most of the detalled work produced by the Comsulate Geperal is
based on unclassified sources, the vork is not properly subject to criticisa
from the standpoiut of classified sources.

The study in question and subsequent reports from the Consulate Genersl
bave been of considersble value for their detailed listing of individual
expension projects. However, it must be rvemarked that the care in compiling
these lists of proJjects is somewbat negated vhen their aggregate effect ls
dismissed as small and insignificent.

Certain studies done during World Wer II, augmented by more recent
gources, permit the compllation of a more extensive list of facllities than
that used by the Consulate General. Admittedly, meny of the facilities are
small by Western stendaxds end contribute to an individual mill or factory
rather than the public supply  Bowever, inclusion of the estimated output of
these facilities would reconcile at least & portion of the discrepancy betveen
the estimates of the Consulate (eneral and Chou Bn-lal's figuves.
25X1C Regarding projects, which the Consulate dismisses as "small scale
{tems or rehabilitation schemes,” 25X1C

mrovm@ considerable dﬁ:tai! 5 cg!rm !g@ ed
elaims of the se Comuuiste regarding individual projects. 'These sources

informetion regarding Furopesn Satellite and TB8R
partielyation se projects lead to the impression that the native Chinese
25X1C press end radic announce the start of & project only vhen 1t is gufficiently
well advenced to assure completion fairly certainly before the announced
and epparently short deadline.

g
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25X1A It is perhaps of interest to note that, on the occasion of a vecent
visit to OER b who prepared the electric power study

Ne et fanuinely surprised at the volume of
ciassiried . ring on the question, and shoved no inclination to
defend bis previous conclusions.  25X1A

25X1C Tt s also of imberest to note thet the cognizant officers in State JOIR

in on tend to concur with the estimates of ORR, as, with some exceptions,
do%

E. Cotton Yarn.

: Phe Consulate Gemeral's lower cotton yarn production estimate for 195%
is probebly due to the same reasons adduced In Despateh No. 2293, May 13, 1953,
viz , "study of past statistics, mill equipment, capacity and operation, and
supply and demand of raw cotton.” As to the production of vaw cotton, &
careful study of meny if not all of the despatches relating to raw cotton
production do not present a clear picture of the actual steps taken in rejecting
amd adjusting production estimates from Communist statements of regional and
natiocnal production vhich ave considerably higher than the estimates of the
Consulate CGeneral. Considerable stress is placed on natural calemities and
other data besed on Communist campalgns to increéase cotton production. These
campalgns vere undoubtedly ineffective but the natural calomities also seem
not to be of such a scale as to contradict completely the Communist claims of
eotton production -- except for the flood in 1954 and the drought in the vheat
areas in 1953. Commmist statements, in fact, admit a sharp decline in
eotton production in 1953 from 1952. ‘

The crucial guestion in accepting the 1954 planned targets for yarn
geem to depend on textile mill capacity wader round-the clock operations.

Qutput in Spindles Average Ammual
Ibs. of yarn besed on CC Qutput in lbs.
Claims © Per spindle
(Millions)
1949 707,676,600 5,00 141.5
1950 o7 ,978,000 5.00 {?) 189.6 (1)
1951 1.,053,798,800 5.150 204.6
1952 3.,415,353 ,200 5.325 2/ 265.8
1953 1.,599,437,300 5.638 a/ 283.7
1954 Plan 1.,840,841,000 5.945 a/ 309.6

T Based on G0 spmouncement of 5.5 million spindles in 1952 as meaning by
the end of 1952; a CC statement of spindles at the end of 1953 as 115.5
percent. of the nupber st the end of 1949 end at the end of 1954 of 122.3
percent of 1949. The figure for 1949 is given also &s 5 million spindles
giving a total at the end of 1953 of 5.T775 million and at the end of 1954
of 6.135 million spindles.

The Comminists statements also indicate that in 1954 95 percen'b of the
spindles are Yo be on & 3 shift basis and also stete thet in 1953 State-operated
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